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Corporate Profile 


Newalta is a diversified corporation with oil and 
gas interests in Canada and the U.S.A. and 
resource services activities in Canada. 


The resource services division currently operates 
two central treating stations, at Namao and Red 
Earth, and is presently engaged in financing the 
construction of a third central treating station at 
Slave Lake and the purchase of a fourth plant 

at Edson, and is establishing a province wide 
network of water disposal wells. 


The Company intends to further diversify its 


revenue stream during 1986 by commissioning 
several water disposal wells and constructing 
additional central treating stations and associ- 
ated truck terminals. 


Additional business opportunities, both inside and 
outside the energy sector, are continually under 
review as the Company pursues its objective to 
build a profitable, diversified corporation. 


The Company's shares are listed on the Alberta 
Stock Exchange under the symbol NAL. 


FINANCIAL HIGHLIGHTS 


YEAR ENDING DECEMBER 31, 1985 


Financial 


Total revenues 

Cash flow — from operations 
— per share 

Earnings (loss) from operations 
— per share 

Working capital deficiency 

Long-term debt 

Shareholders’ equity 

Total assets 

Outstanding shares 

Return on shareholder's equity 


Long term debt as % of 
shareholders equity 


Share price at December 31 


Annual General Meeting 


The Annual General Meeting of the Shareholders 


of Newalta Oil & Gas Ltd. will be held in the 
Calgary, Alberta offices of Bennett Jones, 
3200 Shell Centre, 400 Fourth Avenue S.W., 
30 May 1985 at 2:00 p.m. 


1985 1984 
$2,094,668 $653,109 
$513,886 $137,178 
9¢/share 4¢/share 
$288,891 $(35,571) 
5¢/share (1¢/share) 
$495,684 $252,028 
$1,134,142 $1,073,912 
$1,569,158 $780,272 
$3,872,000 $2,636,000 
7,333,492 4,230,086 
—_ 62% 
72% 138% 
45¢ T9¢ 


Winspear Business Library 
1-18 Business Building 
Edmonton, Alta. T6G 2R6 


Report to Shareholders 


Your Board of Directors is pleased to present the 
Annual Report of Newalta Oil & Gas Ltd. for the 
year ending December 31, 1985. 


As projected in the 1984 Annual Report, 1985 was 
a year of record growth for the Company. 


Earnings from operations rose to $288,891 
(S¢/share), an increase of 912% over the previous 
year. Cash flow from operations rose to $513,886 
(9¢/share), an increase of 275% over the previous 
year. Gross revenue increased by 221% to 
$2,094,668 from $653,109. 


In view of the current decline in oil prices and 

the uncertainty facing the oil and gas industry the 
Company has considered it prudent to take a write 
down in the value of its oil and gas reserves to the 
extent of $800,000. This write down was the 
dominant factor in the Company reporting a loss 
for the year of $511,109. 


Generally, management and directors are satisfied 
with the performance of the Company during 1985, 
although cash flow was only 60% of budgeted 
figures of one year ago. This may be attributed 
primarily to the failure of a planned $2 mm 
convertible debenture offering. During the year 
the Company expended $2.1 mm on capital 
projects which included the expansion of the Red 
Earth and Namao central treating stations, the 

~ commissioning of two water disposal wells and 
the drilling of two oil wells on its Morinville property. 
Financing sources included cash flow, private 
placement funds and an increase in the Company’s 
bank debt. Capital expenditures for 1986 are 
projected to be in excess of $2 mm and will be 
financed through the Company's cash flow and 
joint venture capital. 


During 1986, management will continue to pursue 
its fundamental objective of enhancing the 
underlying asset value of the Company and 
increasing the competitive position of the 
Company in the resource services area. Plans 
are in place for further expansion of the resource 
services division and the Company will slowly 
increase its spending on oil and gas exploration 
and development through its participation in the 
Erewhon Joint Venture. Extenuating circumstances, 
such as the recent dramatic decline in oil prices, 
will force management to continually review its 
business plan and make the necessary changes 
in capital spending and business philosophy to 
allow the Company the opportunity to grow and 


prosper. It is clear that the successful energy 
corporation of the future will need to have a low 
debt to equity ratio to allow continued growth and 
expansion during fluctuations in oil and gas prices. 
Management plans to maintain the Company's long 
term debt to shareholders’ equity ratio below the 
Current 72%. 


A total of 6,342,342 shares traded on the Alberta 
exchange during fiscal 1985. The highest trading 
price was 98¢ and the low was 35¢. 


The recent and dramatic decline in oil prices has 
left the Canadian oil industry in a state of 
uncertainty. Although conscious of the challenges 
which lie ahead, management is confident that 
the Company is well placed to make the transition 
to an energy environment that will be based on 
lower prices for oil and gas and lower margins on 
resource services. 


The Company acknowledges with appreciation the 
significant contribution of the management and 
staff to the progress achieved during 1985 and 
would like to thank the shareholders of the 
Company for their continued support. 


Submitted on behalf of the Board of Directors. 


Pcpsia/ 


Owen C. Pinnell 
President 


Calgary, Alberta 
April 1986 


Management 


OWEN C. PINNELL, President/Director 


Owen C. Pinnell, P. Eng. has worked 
continuously in the energy industry, since 
his graduation from the Auckland Technical 
Institute, New Zealand, in 1972. 


From 1973 to 1975 he was with the Anglo American 
Corporation in Zambia, Central Africa. 
Subsequently Mr. Pinnell was retained by 
Technip in Paris, France, from 1975 to 1977. 
Following a one-year period in New Zealand, 
where he worked on the Maui offshore 
development, Mr. Pinnell moved to Canada in 
1978, and after 3% years with Dome Petroleum, 
started with a private company, which through 
merger, became Newalta Oil & Gas Ltd. 


TERRY V. BOURBONNIE, 
Vice President/Director 


Terry V. Bourbonnie, B.Sc., P.Eng., graduated 
from the University of Calgary in 1971 and since 
then has worked continuously in the oil and gas 
industry. From 1971 to 1975 he was with Gulf Oil 
Canada Ltd. in Stettler and Edmonton. Mr. 
Bourbonnie joined Dome Petroleum Ltd. in 1975 
as a project manager in the NGL Department and 
from 1980 to 1983 he worked for Dome in Denver 
as Manager of NGL Project Development. In July 
1983, he joined Canaco Resources, Inc. a wholly 
owned U.S. subsidiary of Newalta and in May of 
1984 he relocated to Calgary with the Company. 


Left to right, R. Sifton, O.C. Pinnell, T.V. Bourbonnie 


RONALD L. SIFTON, 
Secretary Treasurer/Director 


Ronald L. Sifton, C.A., graduated in 1973 with 

a Bachelor of Commerce degree from the 
University of Calgary, and was accepted as a 
Chartered Accountant in 1975 by the Institute of 
Chartered Accountants of Alberta. Following his 
articling requirements with Thorne Riddell, he has 
pursued a career in public accounting. Mr. Sifton 
joined Newalta in December 1983, and manages 
the Company’s accounting and financial 
reporting systems. 


Oil and Gas Division 


CANADA 


Namao Blairmore ‘A’ Unit 


Newalta has a 30.196% W.I. in gas and a 31.748% 
W.I. in oil in the Namao Blairmore ‘A’ Unit and is 
the operator of the property. 


During 1985 gross production was 2168 m° of oil 
and 8972 10°m® of gas from the Lower Creta- 
ceous Ellerslie member, commonly known as the 
Basal Quartz. The Company estimates that there 
are at least eight 40 acre development locations 
to drill on this property. One development well is 
planned for 1986. 
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Morinville D3 Pool 

The Company has a 1.23% working interest in 
three wells in the south half and northwest quarter 
of Section 32, T55 R25W4M. This property 
produced 13,079 m*® of oil during 1985. 

During the year two development wells were drilled 
and the property currently produces 350 bopd 
from the Leduc D3 formation. 

Further development is planned for 1986. 


Erewhon Joint Venture 

In 1986, the Company signed an agreement with 
Erewhon Resources Ltd. of Calgary under the terms 
of which the Company will participate with 
Erewhon and others in an oil and gas exploration 
program in east central Alberta. 

Management is impressed with the Erewhon 
exploration team, the sound scientific methodology 
it follows and the strong emphasis on geophysics. 
A high success rate is anticipated. 


R.25 W.4M. 
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UNITED STATES 


Morris County, Kansas 

The Company has a 30%% working interest in 
the Rindt B prospect and a 53%% working interest 
in the Rindt A prospect in Morris Country, Kansas. 
During 1985 these properties produced 3538 
barrels of oil from the Pennsylvania's Basal 
Conglomerate. 

The Company is not actively marketing these 
properties but would sell them if the right offer was 
received. 


OPERATIONS AND ASSET EVALUATION 


Operations — Exploration and Development 
The following is a summary of wells drilled and participated in by the Company during 1985: 


1985 1985 
INGER ee AEA al nla AAS oN 2 Totalimetwellsiviie. i: trey mee seers 0246 
CAS eR rae edt ane ena ot tt ie — Average interest per well. .............. 0123 
BD) pale ener ererirnt sealed a0 4 te eaeaaN — Weighted SUCCESS ra. 1.0000 


The following table summarizes the number of producing wells in which the Company had interests in 
Canada at December 31. 


GAS OIL 
Average Average 
Gross Net Per Well Gross Net Per Well 
POSS west 1 304761130478 10 1.88 188 
The Company’s net oil and gas production for 1985 before royalties is summarized below. 
Daily 
Total Average 
asi (MGCE en. s. lion Nanette te eee 9310 264 mcfd 
Oj (BDISH te’. ee esa ames 7,560 21 bopd 
RESERVES SUMMARY 
Oil and Natural Gas Reserves 
Value 
Oil” Gas Undiscounted 10% 15% 20% 
10°m> en aOoms Thousands of Dollars 
Canada 
PP FOVE NE 25 et) ect seer al eb real OL NNR ees 6) te) 32.9 2512 1221 932 740 
Provable 
ACCOR a Es ewan OR Tec ut aes eS) 4.1 710 392 308 125 
TotahiC@amada inc aie emt eM mone el aalbe 9.1 erie) 8222 1613 1240 865 
United States 
PLOVER eet ci ieee cites teat aah ae a Shih = AST 285 eee 198 
Probable 
ACGItOmal iirc), MEL CNU Mh Cut naman anillen 28.9 a Silas 2417 1698 1282 
OLD Use eect eee citns tice ato A We gma eee Cae 34.6 es 5550 2702 1920 1480 
Total Canada and 
United States 
(Proveniand'Probable) 223 eee 43:7. 37.0 8772 4315 3160 2345 


~~/ Resource Services Division 


CENTRAL TREATING STATIONS 
AND WATER DISPOSAL WELLS 


The Company spent in excess of $1 mm during 
1985 on expansion projects at both its Red Earth 
and Namao Central Treating Stations. In Red 
Earth, a water disposal well, pipeline connection, 
additional treater and tanks were added. In if 
Namao, additional tanks and transfer capability 
were added. 


The Company has recently acquired an existing 
central treating station in the Edson area and will 
commence operations at this facility on 1 May 1986. 
This plant will be expanded and upgraded as 
demand dictates. 


Funding is currently being put in place for a fourth 
central treating station to be built in the Slave Lake 
area. Charlton Securities of Calgary is assisting 

in the fund raising effort. The plant will be 
operational by August 1986. 


The Company currently has nine (9) water disposal 
wells at different stages of acquisition and 
permitting and plans to commission at least four 
(4) of these wells during fiscal 1986. 


Central Treating and Water Disposal 


The Company operates central treating stations 
and water disposal wells in Alberta as follows: 


Plant Location Company Interest 

Namao 49.076% W1., plus 15% 
net override 

Red Earth 100% WI. 

Edson 100% W1. 

Water Disposal Well 

Namao 31.478% WA. 

Morinville 49.076% WI. plus 15% 
net override 

Red Earth 100% WI. 


Financial Review 


Revenue Analysis 


Revenue received from oil and gas sales (net of 
royalties) plus revenue from the resource services 
division and other income was $2,094,668 for 
1985, an increase of 221% over 1984. 


Decreases in oil and gas revenues are a result 
of lower oil and gas prices at Namao and normal 
production declines. Oil and gas revenues are 
projected to stabilize or increase slightly during 
1986 with continued development drilling in 
Morinville and Namao and the anticipated new 
production from discoveries in the Erewhon joint 
venture. 


Oil production averaged 21 bpd for 1985 with gas 
production averaging 264 mcf/day. 


The most significant effect on revenues during 
1985 came from increased activity in the 
Company’s resource services division. It is 
anticipated that projects planned for 1986 will 
increase revenue from this division to in excess 
of $32 mm for the year ending December 31, 1986. 


Expense Analysis 


Operating costs for oil and gas properties 
increased from 25% of oil and gas revenue in 1984 
to 45% of oil and gas revenue in 1985. This 
increase is a direct result of increased costs for 
operating the Company's low productivity wells 
in Namao and declining production on the same 
property. 

Costs related to the operation of the Company's 
resource services division were 62% of gross 
revenues generated during the period. These high 
operating costs are related to startup problems 
at Red Earth, high trucking costs and water disposal 
charges. As the Company now has a pipeline 
connection and its own disposal well in Red Earth, 
these costs are projected to drop to less than 40% 
of gross revenues during 1986. 


General and administrative costs grew during the 
year but, as a percentage of gross revenue, 
decreased from 36% in 1984 to 12.6% for 1985. 
Further decreases are projected for 1986, these 
being related to economies of scale and increased 
efficiency. 


Capital Expenditures 


The Company spent $2,113,509 during 1985. Of 
this total, 88% or $1,862,975 was expended on 
resource services activities (central treating 
stations and disposal wells) and $250,534 or 12% 
was spent on oil and gas properties and 
development. 


These expenditures were funded by: additional 
bank borrowings, $450,000 or 21%; issuing of 
shares, $1,303,060 or 62%; and the balance, 
$360,449 from sale of properties and working 
capital. 


Depreciation and depletion increased from 
$172,749 in 1984 to $224,995 in 1985. These non- 
cash items are added back to earnings to arrive 
at cash flow from operations. 


Because of falling prices for oil and gas, and the 
fact that certain of the Company's U.S. reserves 
are now marginal to produce, the Company has 
written off $800,000 from its U.S. reserve base. 
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Supplementary Financial Information 


UNAUDITED 
1985 
($ 000) 
Revenue 
Ojl’and' Gas TEVENUC stake eee CARO e Se See saeticcace, Mie eee nearer a eae 337 
RESOUICE SEIVICES: TEVENUG | tose tcneerrsseercncnee uae pce nate mera te cemenenceeas 1,685 
OUOR INCOMIO: etek Were eta eee tees cain ee tetl call Somerton Gece atte ees te ae ee 73 
2,095 
Expenses 
RESOUICE SETVICES inclien issue pss ee eas cate te UNeRU NSE a nna ea ees 1,052 
POGUGTION | Bigcheese cesar ctlencdte teveses Mee tes copes Decentudee ae then ko se te me eee meet nee er 152 
General'and administrative nc. aces eae teens soe een ene enero 264 
ITSP ESt closes chad isatues soba ea weed becaestes Unctee a cei ae rll ho! 1 sR ar eae ee gee ODE LAS 
Depreciation andide pletion yy acu. esse nore a eee ee ee 225 
1,806 
Net Earnings and Cash Flow 
Net earnings (loss) trom) operations: .a eee. ten... cece cena renee 289 
Cash ilow from ODOKatONS 3/2 ik aa ak eee ee cece ee, ence ee 514 
Net earnings (lOSS):DeGr SNAG \..cccussceee eoeeties caateeciae ce teens eran ane reread ($0.09) 
Cash flow:per- Sharer soll ei, csv melee co aunt ieee un ene meee $0.09 
General and Administrative Costs 
Charged to CarninGsy yay rues a een end adc a Om oes rea ee eee 264 
Capitalized pice ce ie eee aceite ose isc tice oe eee IR Oe ue neat ee 82 
346 
Capital Expenditures . 
Resource ServiCeS. GIVISION: cee eiies eae escecn ee eons Lc eee ae eed 1,863 
Oil'and Gas’ DrOPeHlles | eee Neen eee eee eee ees 251 
2,114 
Asset Values 
Present value (before income tax) of proven oil 
and‘ gas reserves, GISCOUMIEC al 576 near tise caer nere eee ees 1,154 
Undevelopediacreage tian aa ex At ne MNsion tag Cente cae ean 300 
Central treating stations and water wells, 
CISCOUNTEC Ald SIG ole ri ete ee etter eke eae eee ne a 4,041 
Working Capital 00) G2) 05 see ce ont oe aetececti elo sel aaa tt een Cta re eee eee ae — 
5,495 
Working capital: deticlency sat ier ei ee ta ee eee eee eee 496 
LONG erin: ODI GatiOR S30. a sek ye ctite ea dl enue asian eles te eee nr oe eee ce re een tn 1,134 
Net asset valle acaiy Wie a ee Mn ial siL0) 0U UNM e eh cnet ees SS Manan na ac Reena eee 3,865 
Netasset'value per-share tacts ccc genet tetra ee ree ea ee ee pee $0.53 


Supplementary Financial Information continued 


Times Interest Coverage 
Earnings 

Earnings lOSs rom ODETatONn Sy wie cece en sue eter aera cd tee ene ea 

Add interest expense 


PPO me eee eee e Heese EeH EHH E EE ETEH SHEE EHS SEHD OEE H ESE EST HEHE SEEDS EHO EEE SESE ESOS 


Earnings available tor finance Charges nates ek tes eens 
MMCTESECOVETACE Gig. cams cs ath cae Sie ine eles ay Nad lait 


(1) Earnings interest coverage is the interest expense on long term obligations, divided into the sum of the 


operations before income taxes and interest expense. 


Cash Flow 
Cashflow: betere interest expense «esi a.....cuame nn Sure ted 
HESS CUINeLIL Mele SIeXPeN SC reais creas an fe henna ct are tema on ee 


FRE DORE CICASINCOWS ee de cthe. senate ced ctu hii 1 Cheen aaah Sa ieee tide ot aa culeains 8 
ESS ICA ILANZCCOVEMIC AC piss ccm ten arcu saeetul ce ae ae noe neue Md mceset 


Cash ilow-available: for finance Charges: .csccctiliss delaras ten sotseee tenets 
IIMSKESTICOVEFA GEN eters ar cok tenet inom nets conse, eae een mecca redo at ye 


(1) Cash flow interest coverage is the interest expense on long term obligations divided into available cash flow before 


interest expense. 


Cash Flow to Long Term Debt Obligations 
CAST O Wiest oh yee es Ne reeset te a aie ark ene ea RO en GD oa 


ERATION EME ne Tami e egnnc he an lene ® Mie ta, Rial BaP OSU Ome Ore ein, “A Cnn aM ces le 


Share Capital 
FSSC Cran Cl OUESTAICING eee cte ae artes cc etc erecta ere eenae ert ic aciec tance ee a 
ReESEIVve [Om SLOCKIOD LIONS OS5=119O0)Ni ee eee Geena seuene ner aac 


Stock Trading Data — Alberta Stock Exchange 


Share Price 
PIG Iara aie uk Nee dass meh a hee es ares ma fon eet er serge aatesoceaya secant sctnee seh 


514 
4134 
45:1 
2.2 


7,333,492 


700,000 
8,033,492 


1985 


$0.98 
$0.35 
$0.45 


6,342 


137 
1,074 
On 
flee: 


4,230,086 
420,000 


4,650,086 


1984 


$0.80 
$0.41 
$0.75 


202 


Newalta 


The Shareholders 
Newalta Oil & Gas Ltd. 


We have examined the consolidated balance sheet of Newalta Oil & Gas Ltd. as at December 31, 
1985 and the consolidated statements of operations and retained earnings and changes in financial 
position for the year then ended. Our examination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests and other procedures as we considered 
necessary in the circumstances. 


In Our Opinion, these consolidated financial statements present fairly the financial position of the 
Company as at December 31, 1985 and the results of its operations and the changes in its financial 
position for the year then ended in accordance with generally accepted accounting principles applied | 


on a basis consistent with that of the preceding year. 
pe Gs 
/ omc AL Kons ed 
Calgary, Alberta : 


March 7, 1986 Chartered Accountants 
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Newalta 


AS AT DECEMBER 31, 1985 


ASSETS 
1985 
Current 2 | : 
Rec ano te Ge@DOse ee $ 300 
PCOS TeCeiVable INolg 4) 667,081 
Deposiis ang plepaid expenses SE 6111 
673,492 
eer art i) ANALE COMO AMES le eet 1 
Processing eGuIpment (Noles 2and4) 2,057,480 
Oil and gas properties and equipment (Notes 3 and 4) loeeeceeceecceceee eee: 1,141,503 
oe | - $3,872,476 
LIABILITIES 
Current 
POCOUNIS DAVADIG $ 954,776 
Current portion of long-term debt (Note 4) lees 214,400 
1,169,176 
Sees le ee te ye ae ee eine 1,134,142 
eee ee ea — 
2,303,318 
SHAREHOLDERS’ EQUITY 
PRO CaDHAL INO ee 2,046,071 
Peteined caminds (Getic) (NOE By (476,913) 
1,569,158 
$3,872,476 


Signed on behalf of the Board 
ee, Director 
WE dons Director 


1984 


> 109,333 
265,647 
9,140 
380,120 
50,459 
305,818 


1,899,935 
$2,636,332 


$ 528,648 
103,500 


632,148 
1,073,912 
150,000 
1,856,060 


746,076 
34,196 


780,272 
$2,636,332 
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Newalta 


FOR THE YEAR ENDED DECEMBER 31, 1985 


Revenue 


Other 


POO eee tame e meen e nese esa res es eee nre eee HnHee sees seeseHenseeeHetteessnesenesereeee 


Expenses 


Resource SEn"iCeS | 
Operating 
INtereSt 8 


CeO etme meee e He eee OHHH RHO mre ener bene sce sobs eeseserHneeeuresevas 


Cee eee ees e neers etn m nearer seb narsrrsey 


Earnings (loss) from operations before undernoted item 
Write-down in carrying value of oil and 


Dee eect meme erecta memes eee enseresnsaneseseesaesane 


gas properties (Note 3) 


Loss for the year before extraordinary It€M oo... 
Extraordinary item 


Earnings (loss) for the year 
Retained earnings (deficit) at beginning of year 


Gain on wind-up of subsidiary COMPANY. ..............0e 


Pee emer eee e meer eee rene easter seesursseseeperesesare 


anes ete ene es 


Written-off to share capital (Note 5) 0 
Retained earnings (deficit) at end of year ow... 


Earnings (loss) per share 


12 


(Loss) before extraordinary item 2.00000 


Earnings (loss) for the year 


See meme ener reba eee sceterenneueecesnnens 


Cee ici ice ey 


Cerne eens eesenecerne 


wesw eee e ee eeeeseeeeres 


eee e cette tenses scenes 


eee mere eee ee eenn sense 


Gare eeeeonenenserrrens 


Peewee eens eee erecrtone 


Hemme ete sees ereemrans 


Dee e een e eens eeecesees 


Doce eee e nm nsnecereoeen 


nea e eee e reese scneeeere 


Seen tee ene er reese nee 


eet ec ee eee ne ctn eens 


Sem ee er eeeesnteseseses 


Re ar icc 


1985 


$1,684,717 
336,663 
73,288 


2,094,668 


1,052,092 
264,188 
151,828. 
112,674 


224,995 
1,805,777 


288,891 


(800,000) 
(511,109) 


1984 


S$. 41699 


549,906 


91,304 
653,109 


14016 
235,405 
137,626 
128,884 


172,749 
688,680 


(35,571) 


(35,571) 


69,/67 


34,196 
(6,500,986) 


6,500,986 
> 34,196 


Newalta 


FOR THE YEAR ENDED DECEMBER 31, 1985 


1985 1984 
Sources of working capital 
From operations 
(Loss) for the year 
before extraordinary item oo... ee 3 (511,409) S$ (35,571) 
Add (deduct) items not affecting working capital 
Deoreciaion ang depletion 224,995 173,018 
Gain on disposal and abandonment of : 
GlLANG GAS DIODENIGS — (769) 
Write-down in carrying value of oil and 
OaSPIOCeNiGs 800,000 oo 
Working capital provided from operations. ............. a ee 513,886 1371/6 
fosliance OF Sidies (Noles S)) 1,303,060 474,240 
FOceeus fom jono-lern debi 450,000 335,000 
Proceeds on sale of oll and GaS PropertieS oo... eee 95,284 9,240 © 
iselience OF CeDenure — 150,000 
Gain on wind-up of subsidiary COMPANY oi. — 69,767 
Decrease in current portion of long-term debt ooo... cee eee — 76,500 
: Decrease in investment in affiliated COMPANIES oo... eee: 50,458 — 
/ 2,412,688  — 1,251,925 
: Applications of working capital 
Additions to oil and gas properties and equipment, net 
CO — 24,784 207,27 | 
By sue O Shales 225,750 4,000 
Additions to fixed assets 
A eS a 8,534 2,458 
Additions to processing equipment 
EMS ol ES ee 1,363,041 294,356 
By (sue Of SHOleS a, 491,400 — 
Peducon OL long-term debt 200 278,870 128,087 
PeduCHIOn OF Cebenture Dayanle lee 150,000 — 
Reduction in and reclassification of 
TOPE VERIUTe HADI ee eee — 302,500 
Increase in investment in affiliated COMPANIES ou... cece eeseeeeeeee — 50,458 
Increase in current portion of long-tefin Gebt 110,900 — 
Repurchase OF Shares ee i 3,065 — 
2,656,344 1,069,125 
Increase (decrease) in working Capital GefiClENCy oo... eee cece 243,656 (182,800) 
Working capital deficiency at beginning Of year ou... eens 252,028 434 828 
Wordag capital deficiency af end Of Year aoe $ 495,684 ® 202,028 
Ae OW ber sncre ee $.09 $.04 


Newalta 


FOR THE YEAR ENDED DECEMBER 31, 1985 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
a) Principles of consolidation 


The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries, Nargis 
Petroleums Ltd. and Canaco Resources Inc. (collectively called for the purpose of these notes “the Company’). 


The Company's interests in affiliated companies are accounted for on an equity basis. 
b) Processing equipment 


Processing equipment is stated at cost. Cost includes all direct project and equipping costs plus related overhead _ 
during construction. 


Depreciation of processing equipment is provided by the declining balance method at an annual rate of 10%. 
c) Oil and gas properties and equipment 


The Company follows the full-cost method of accounting whereby costs relating to the acquisition, exploration and — 
development of oil and gas reserves are capitalized. 


Separate cost centres have been established for Canada and the United States. 

Proceeds from disposal of properties will normally be deducted from costs without recognition of gain or loss. 

Depletion of properties and depreciation of production equipment is provided by the unit of production method based on — 

estimated proven reserves. 
d) Earnings (loss) per share : 
The earnings (loss) per share has been calculated using the weighted average number of shares outstanding during the : 
year, 
2. PROCESSING EQUIPMENT 

The Company currently holds various interests in two central treating stations in Alberta as follows: 


1985 1984 
CO $2,180,479 $317,504 
Less accumulated GeEDIECIANION inl ee 122,999 i 7 $411,686 
$2,057,480 $305,818 
During 1985 the Company capitalized $82,161 in construction overhead. 
3. OIL AND GAS PROPERTIES AND EQUIPMENT 
1985 1984 
Oil'and gas properties and development Costs $1,584,613 $2,241,808 
PrOGUCTION CQUIDINGOT is lle 168,569 156,124 
1,753,182 2.397 932” 
Less accumulated depreciation and Gepletion eee eye ae (611,679 497,997 
$1,141,503 $1,899,935 


The Company capitalizes petroleum and natural gas properties at cost to the extent that they do not exceed the present value 
of future net revenues from estimated production of proved reserves plus the lower of cost and estimated fair value of 
non-producing properties and tangible well equipment (the ‘cost limitation’). Accordingly, the carrying value ofthe Company's. 
petroleum and natural gas properties in the United States was written down by $800,000 Canadian in 1985. 


4. LONG-TERM DEBT 


1985 1984 
Bank production loan repayable at prime plus 1%2%, 
ML MONTHY INSTANTS OF SPO 000 te ule $ 686,412 $902,412) 7) 
Bank term loan repayable at prime plus 112%, 
I MOREL TOSTANIMIENTS Ot OD ee sls des oles ay 269,900 on 
Accounts payable to be paid out of proceeds 
TOM TULUNS DANK TOR IOAN ect levetil uel itlel yc niMt ues ue Te I Gleniae oes bays ale 345,000 275,000 
2 t=) Meier eas Unc oven tbloUn eer WMSUIBUNE tuetattaler aay N IL rst roel Mint aM HCE TUE ai Urea 47,230 _ 
1,348,542 1,177,412 
BESS CULPENE DORIOM iy iil sis yc Min en IU Teo nace ae Gus ae 214,400 103,500 
$1,134,142 $1,073,912 


The bank loans are secured by a general assignment of accounts receivable, an assignment of working interests and 
revenues in oil and gas properties, and a fixed and floating charge debenture for $2,000,000 having a first fixed charge 
against a processing plant and a floating charge on all other assets of the Company. 
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$50,000 of the bank production loan has been classified as a current liability. The balance of the production loan is anticipated 
to be repaid out of future oil and gas sales and has accordingly not been included as a current liability. 


Maturities of long-term debt in the years 1987, 1988 and 1989 are $404,400, $370,812 and $121,700 respectively. 
5. SHARE CAPITAL 
a) Authorized 
50,000,000 common shares without nominal or par value. 
b) Issued 
Details of shares issued are as follows: 


Shares. Amount 
Peevied, DeCemMbDela)) (900. 8,772,332 $6,772,822 
Reduction of shares and share capital 
on rollback of shares 
Foe NOES BUH ONC (ee ee ee 7,017,866 6,500,986 
1,754,466 271,836 
Net proceeds TOM) DIVAIE DIACEMEND, ee 1,776,900 329,880 
Share options exercised, net of 
Share Opuon Teceivanle ol S28 000) ee ee aa 320,000 36,000 
ISshed fOr Ol anid Gas DIODES 20,000 4,000 
velo secs goa a 108,720 54,360 
Onvel sion oF denentiie eu oe ee ie 250,000 aU, 000 
ISSUCC ECC OT Or Oe ee eu 4 230,086 746,076 
Nel orooeeds rom puvate placement a 1,253,496 409,410 
Conversion of debenture, net of 
COMMPUSSION Ol OT O00 neo COU ee ae ee 750,000 142,500 
ISSUEC [OT OIOCESSING, COUIOINO Ne ea 702,000 491,400 
eed TON ONAN OSS OPO eee tie ler aensinee 451,500 2e5, (ou 
ISSUEEI ION SEIVICE TENCEICG) 2 ee ee, 10,910 6,000 
ESCIOW Silales CANnCGleG (ee toe a fe ue ed a (56,000) — 
Mates TEDUICNASCC ANG CANCCC eee e i sare eduutvevapeueesssuay ue Aes (8,500) (3,065) 
olare Oplons receivable DreviOusly EXerCISeC _ 28,000 
IESUCO DEGCEMDSR STB eae ee 7,333,492 $2,046,071 


c) Shares reserved 
Pursuant to a management, directors’ and employees’ stock option plan approved by the Board of Directors on August 
19, 1985, 700,000 shares of the Company are reserved for issue at a price of $0.35 per share. As at December 31, 1985, 
675,000 options were outstanding with an expiry date of August 19, 1989. 


d) Escrow shares 


The Company has 84,000 shares under escrow as at December 31, 1985 and has made application to the Alberta. 
Securities Commission to have these shares cancelled. 


e) Normal course issuers bid 
Pursuant to a resolution by the Board of Directors on November 13, 1985, the Company may repurchase prior to 
December 11, 1986, 476,000 common shares of the Company. Any common shares repurchased will be cancelled and 
reinstated as authorized and unissued capital stock. At December 31, 1985, 8,500 shares costing $3,065 had been 
repurchased. 

f) Elimination of deficit 

_ Effective January 1, 1984, by special resolution of the shareholders, deficit at that date of $6,500,986 was applied against 

the issued share capital. 

g) Reverse stock split 
On March 8, 1984 by special resolution of the shareholders the outstanding share capital was rolled back on the basis of 
1 share for each 5 issued and fully paid. 


6. SEGMENTED INFORMATION 
The Company operates in two countries, the identifiable segment assets are as set out below. 


2 4985 1984 
COVA nic ole see RE Oe ET Se as OA uaa ain Buadecdtacetes seu veMiesecu sas cuadua duet $3,802,809 $1,643,267 
MAU Fa thes ton bo ve Hero Ta Sate NOR Nre ent a a mai ET a AGM AUR GS RAS Seen a Re eo DE cna Rg 69,667 993,065 
$3,872,476 $2,636,332 
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The Company derives its revenue from the following locations: 


1985 1984 
Earnings Earnings 
Revenue (loss) Revenue (loss) 
Canada a $2,007,659 $ 244,177 So1if22 $ 73,642 
United Sistes 87,009 (755,286) 135,387 (39,446) 


$2,094,668 $(511,109) $653, 109 $ 34,196 


RELATED PARTY TRANSACTIONS 
a) Certain officers and directors of the Company hold working interests in various Company properties and will continue to — 
participate with the Company in new prospects subject to disclosure to the Board of Directors. 


b) OnFebruary 15, 1985, the Company purchased an additional 30% interest in an oil processing and water disposal plant 
from three directors of the Company. Consideration consisted of 702,000 shares of the Company at $0.70 per share 
totalling $491,400 and assumption of $73,195 of related debt. 


c) On September 3, 1985, the Company purchased certain oil and gas properties from three directors of the Company. : 
Consideration consisted of 451,500 shares of the Company at $0.50 per share totalling $225,750. 

SUBSEQUENT EVENTS 

Shares repurchased : 

Since December 31, 1985, the Company has repurchased 53,500 of its common shares at a total cost of $17,184. 
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